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Ocean Marine Insurance—I 


“Uberrimae Fidei”’ 


ITANIC’ —“Morro Castle”—“An- 

drea Doria,” each _ vessel 
among the most modern of her day 
—each final voyage a “romantic” 
adventure of the sea, ending in 
disaster; their names epitomize the 
unique character of ocean marine 
insurance. 

Insurers in this country have paid 
and incurred losses on ocean ma- 
rine accounts which totaled approx- 
imately $150,000,000 in 1957. 
While some of these were in the 
nature of catastrophes, principally 
caused by ship collisions, strand- 
ings, fires and founderings, approxi- 
mately 80% of the monies paid were 





— The Foundation 


By ALFRED D. HAYNES, Jr. 
and 


G. GORDON BROWN 


indemnities for thousands upon 
thousands of smaller, “unromantic” 
claims. 

Cargo losses have come, increas- 
ingly, not from the familiar sea 
perils, but instead from thefts, pil- 
ferages, breakages, and handling 
losses. Hull repair claims continue 
to reflect the unfaltering upward 
spiral of the costs of materials and 
skilled labor which we also meet in 
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This is the first of a series of articles prepared by members 
of the American Institute of Marine Underwriters dealing with 
various aspects of Ocean Marine insurance. Subsequent topics 
to be covered in future articles will include: hull insurance, 
cargo insurance, loss adjustment, reinsurance, and the organi- 
zation of the domestic ocean marine insurance industry. Views 
expressed are those of the writers and do not necessarily reflect 
the views of the American Institute. 





other classes of property insurance. 
Marine liability claims reflect still 
another familiar pattern, a rise in 
the costs of medical treatments, 
wages and awards. 

Marine insurance is a loss busi- 
ness, that is, underwriters expect to 
pay out a portion of the premium 
dollar to indemnify the assured for 
damage, not only on the overall 
portfolio of business, but also on 
each individual policy. Accidents 
and damage do take place in the 
transportation field—ashore and 
afloat. 

In marine insurance it is simply 
a matter of getting enough premi- 
um to pay for the inevitable small 
losses, build up a reserve for the 
inevitable catastrophe such as the 
Andrea Dorias, and hoping that 
your judgment will result in a profit 
(not inevitable) after expenses. 

Losses, however, are our reason 
for being—who has not heard that 
“we are in business to pay losses?” 
Unfortunately, the insight expressed 
by the phrase is now all but lost 
upon us because of its familiarity, 


and our thoughts are usually, and 
unpleasantly, directed toward its 
final word. Another of its words, 
however, is of equal importance, 
and that is the word “business.” 
Just what is the business of ocean 
marine insurance? What is it for? 

It is the business of the ocean 
marine insurance industry to devise 
ways in which the property re- 
sources and liabilities of the entire 
field of marine commerce and pri- 
vate maritime recreation may be 
properly protected from the mani- 
fold risks of fortuitous loss or im- 
pairment to which they are exposed, 
daily. The number and kinds of 
contracts written by ocean marine 
underwriters is limited only by the 
foregoing boundaries. 

Our home and business needs 
are served by an almost limitless 
variety of commercial enterprises. 
Each one is geared to produce 
products or services which make 
our lives more pleasant, our prod- 
ucts more appealing, our services 
more efficient. We are their cus- 
tomers. 


—- 
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But they, too, are our customers. 
Many of these, our customers, de- 
pend for their existence on the pur- 
chase or sale of goods abroad. 
Others are engaged in carrying 
such goods over domestic water- 
ways and foreign trade routes. Still 
others facilitate their movement or 
purchase or sale in a multitude of 
ways. 

Such industries and individuals, 
both domestic and foreign, have 
recognized that the market for 
ocean marine insurance in the 
United States is one which has the 
strength, the breadth and the im- 
aginative spirit which is required 
for the proper protection of their 
“wet” marine exposures. 

Evidence of this may be found, 
of course, in the fact that insurers 
in the American market wrote 
more than $200,000,000 in ocean 
marine premiums during 1957. This 
level of income has not been 
equalled during any other year ex- 
cept wartime 1942. This volume of 
premium, however, by no means 
represents the total ocean marine 
premium generated annually in the 
American market; foreign insurers 
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also attract American ocean marine 
premium in amounts which have 
been estimated to equal the figures 
given above. 

The sources of this premium are 
by no means limited to strangely- 
dressed merchants in exotic lands 
or to grimy tramp steamers plying 
far-away trades. The industries and 
merchants of foreign lands are 
often less exotic, less marvelous 
and are far less available for pros- 
pecting than are our own, the ones 
we seem to take so often for 
granted. 

Our manufacturers need many 
raw materials from abroad. Our re- 
sources supply basic materials for 
foreign users, as well as our own. 
Semi-manufactures and _ finished 
products of every description in tre- 
mendous volume pour daily through 
our ports in both inward and out- 
ward directions. Products of our 
agriculture find world markets, and 
our agricultural industry itself is a 
market for many important prod- 
ucts from abroad. 

Our river systems, our coastal 
harbors and the Great Lakes are 


alive with maritime activity. Ocean 


The authors of this introduction to the ocean marine insurance series are Mr. Alfred 


D. Haynes, Jr., associate marine manager of the Hartford Fire Insurance Group in 
New York, and Mr. G. Gordon Brown, ocean cargo underwriter, Talbot, Bird and 
Company. Mssrs. Haynes and Brown are also instructors in the School of Insurance 


of the Insurance Society of New York, 
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liners and deep-sea cargo vessels, 
without which much trade could 
not be carried on, find themselves 
far outnumbered by the thousands 
of freighters, tugs, barges, scows, 
work boats, and derrick barges car- 
rying or expediting the movement 
of domestic and foreign cargos. Our 
municipalities and our states oper- 
ate ferries, patrol] craft, work boats 
and survey vessels; dredge oper- 
ators improve harbors and dig ca- 
nals, search for minerals, reclaim 
beaches, create islands; and all of 
the floating equipment so employed 
is subject to marine risks. There is, 
of course, little need to mention the 
growing enthusiasm for pleasure 
boating being evidenced through- 
out the country. 


BroAaD PROTECTION 


In short, protection is extended 
by the market, to property afloat 
and ashore, property awaiting 
transit, in transit, and following 
transit. Marine policies protect own- 
ers of many kinds of property in 
the event of their becoming liable 
to others for property damage, loss 
of life and personal injury arising 
out of its use. Lienors’ interests, 
baillees’ interests, losses of profit 
or commissions, the interests of un- 
paid vendors as they may be af- 
fected by the loss of or damage to 
property, all have been protected 
by ocean marine contracts. Hull and 
liability policies protect owners of 
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tiny craft and gigantic vessels, of 
every shape, size, use and descrip- 
tion, no matter where they are 
located. é 

While the number of firms known 
to be engaged in export or import 
trade may appear to be relatively 
small, in truth there are many 
which depend, often quite directly, 
upon the world’s vast network of 
marine activity. 

As the insurance counselor re- 
views his account files, going over 
in his mind the complete picture 
of each assured’s operations, he will 
undoubtedly be struck by the po- 
tential for ocean marine business 
which he finds there, this without 
moving a step from his office. The 
ink manufacturer in the next town 
—where do his chemicals come 
from, and how much of his product 
is sold abroad? This firm, if it is to 
be properly protected, should have 
an opportunity to dovetail its ma- 
rine risks into its complete insur- 
ance program, instead of depend- 
ing solely on suppliers or customers 
to do this. 

The broker or agent who would 
broaden his base of service by keep- 
ing alert to ocean marine oppor- 
tunities can obtain indications as to 
the possible sources of production 
in his area, by obtaining lists of 
trade associations from the United 
States Government Printing Office. 
Leads from his Chamber of Com- 
merce, his banker and his own 
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Our river systems, coastal harbors, Great Lakes are alive with maritime activity 


customers are available. Other reg- 
ular maritime publications, such as 
} the Import Bulletins published by 
the business press and releases of 
foreign trade delegations, should 
not be overlooked. 

The ocean marine insurance 
needs of these prospective clients 
are in many ways akin to property 
and liability coverages written in 
the fire, inland and casualty mar- 


kets. This is true as respects both 
commercial and personal lines, and 
the information required by under- 
writers handling the business is 
usually similar to that already de- 
veloped in the placing of other 
policies. For example, inland ma- 
rine transit policies are closely re- 
lated to ocean cargo policies. 
Yacht policies have very much 
the same appearance as automobile 
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contracts, in that they contain both 
physical damage and third party 
liability insurance sections in one 
policy form, each portion effective 
only if a premium charge is shown. 
Operators of waterborne commer- 
cial vessels of every type are subject 
to liabilities which compare with 
those encountered by shore-bound 
carriers and contractors. 


SPECIAL ASPECTS 


There are aspects of the marine 
insurance field peculiar to it, how- 
ever, and while parallels for them 
may be found in other lines, they 
are less commonly met. Among 
these is the absence of coinsurance. 
Marine policies on property are al- 
most invariably valued forms, which 
necessarily imposes the requirement 
of insurance to full value, and cre- 
ates in the market a reluctance on 
the part of underwriters to enter 
into situations involving double in- 
surance. 

A second aspect applicable to 
all policies is the fact that rates are 
in no way controlled by any force 
other than the judgement of the 
underwriters, operating in an in- 
tensely competitive national and 
international market. 

The sometimes-archaic language 
of marine contracts has been said, 
at times, to dissuade competent in- 
surance counselors from venturing 
to advise their clients in this phase 
of the business. If such a thing is so, 
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it is indeed unfortunate, for in the 
great majority of cases there need 
be no such trepidation. While it is 
true that there are some areas of 
activity (such as adjustment of Av- 
erage, requiring a highly special- 
ized staff) into which the general 
insurance man would prefer not to 
enter, such areas normally affect 
only a certain few segments of the 
ocean marine class, leaving the re- 
mainder of the field, clear of such 
complications, available as a source 
of business which he can handle. 
Lastly, the title of this article— 
“Uberrimae Fidei”’—the utmost good 
faith, is the expression of a princi- 
ple with which all who are entering 
the Marine Insurance business 
should be familiar. This concept of 
complete faith permeates, by both 
law and practice, the entire field. 
Under the law there exists a doc- 
trine that is unique to the marine 
insurance business. There lies the 
burden on the prospective assured, 
and his representatives, of full and 
complete disclosure of all facts con- 
cerning the risk being negotiated. 
This burden goes beyond the ordi- 
nary requirement that there be no 
fraud, that the policy be negotiated 
in good faith. The marine policy 
must be negotiated, instead, in an 
atmosphere of utmost good faith, 
or, as it is phrased in Latin, “Uber- 
rimae Fidei.” Because of this re- 
quirement there exists an aura of 
trust—of confidence both legally 
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and practically necessary through- 
out the field. 

Underwriters freely agree that it 
is essential, yet difficult for them to 
keep abreast of all changes taking 
place in the world of marine en- 
deavor and international commerce, 
matters directly affecting their in- 
terests. In designing policies to pro- 
vide exactly the protection needed 
by each individual assured, there- 
fore, it is only from the beneficiary 
that the necessary information most 
often can and must come if this 
end is to be achieved. 

Unlike those in other fields of 
property insurance, the marine un- 
derwriter is unable to physically 
examine each risk. His position de- 
mands that he underwrite upon his 
experience and the information pre- 
sented to him. Therefore, in order 
that there be a complete meeting of 
the minds, resulting in a continuing 
satisfactory business relationship, it 
is a wise producer who seeks out as 
much information as possible before 
presenting the risks. 


." 
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In practice, the adherence to this 
concept brings real benefit to all 
parties involved. The possibility of 
very swift negotiation, based upon 
complete reliance on the facts as 
presented, can be of immeasurable 
help to the assured and the pro- 
ducer. It eliminates the necessity 
for double-checking, which seems 
so necessary to other fields of busi- 
ness, and allows the underwriter 
and the producer to proceed quick- 
ly to the real problem—the negoti- 
ation of proper and profitable cov- 
erage. 

In sum, there are few facets of 
the commercial life of these United 
States which are not affected in 
some way by waterborne domestic 
or international commerce. The ves- 
sels, cargoes and craft of every de- 
scription moving to, from and with- 
in our country require for them- 
selves, and for those whose needs 
they serve, the protection afforded 
by the broad sweep of property 
and liability insurance embraced 
by the words “Ocean Marine.” 


There may be a destiny that shapes our ends 
—but our middles are of our own chewsing. 


—The Indiana Agent 
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RINGE BENEFITs: The total cost per insurance company employee 
[—— $1,056 in 1957. This represents 26.7% of payroll compared 
to an all industry (manufacturing and non-manufacturing) average 
of 21.8%. 

Insurance companies ranked first in payments for time not worked 
such as paid vacations, holidays, sick leave, military leave, etc. This 
represents 9.7% of payroll compared to an all industry average of 6.9%. 
Pension and other agreed upon payments were 10.3% of payroll com- 
pared to all industry average of 6.8%. 

The above figures are included in a detailed study, covering over 
1,000 firms in 20 different industries, recently released by the U. S. 
Chamber of Commerce entitled, “Fringe ._Benefits—1957.” The study 
concludes that wages are no longer an accurate measure of worker 
income or labor cost of doing business. 


million in 1957, but the outlook now is for more than one million 
private housing starts in 1958. Although the outlook for 1958 housing 
construction was relatively unfavorable at the beginning of the year, 
housing legislation passed by the 85th Congress in early 1958 con- 
siderably brightened the picture. Among the most effective measures 
enacted for stimulating recession stalled housing construction was an 
Emergency Housing Act which provided low down payment require- 
ments for low cost FHA housing and provided funds for Federal National 
Mortgage Association for purchase of mortgages for low cost housing. In 
addition, VA mortgage guarantee and direct loan programs were revived. 
Based on persons reaching marriageable age, a prediction has been 
made by the U. S. Savings and Loan League that two housing booms 
are coming in the next 15 years. The first boom in the early 1960's 
would place emphasis on apartments or multi-family structures while 
in early 1970 the second boom will concentrate upon single family 
dwellings. This latter period may follow the pattern experienced imme- 
diately after World War II. 


(nae FOR HOUSING: New private housing starts fell short of one 
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@ While change is normal to the insurance in- 
dustry, this author cites two recent changes to 
standard policy forms that are of, particular 


interest and explains why the true objective of 


these changes should be fully understood 


ww 
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The Whys of Two Policy Changes 


HEN ONE reflects, for a mo- 

ment, on the multitudinous 
changes that have occurred in the 
insurance industry during the last 
five years, it would not seem to be 
strange to conclude that change 
has become the rule and, there- 
fore, that any change ‘should oc- 
casion no comment. 

However, as we all recognize, 
change brought about merely for 
the sake of making a change is a 
highly undesirable procedure that 
should always be avoided; and, 
consequently, two completely un- 
related changes that are parts of 
the October, 1958 revision of rules 
and policy forms of the National 
Bureau of Casualty Underwriters 
invite explanation ‘so that the true 
objective of these moves will be 
understood. 

These two 


changes involve 


amendments of the definition of 
Money and of the so-called “infi- 
delity” exclusion which appear 
in several standard policy forms. 
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By AUGUST R. FROMM 
These changes were made only 
after exhaustive research of the 
questions and careful studies of 
judicial opinions in cases con- 
cerned with actual losses which 
had occurred. 

For years the standard definition 
of Money was: “Money means cur- 
rency, coins, bank notes and bul- 
lion” and the standard definition 
of Securities was and still is: “Se- 
curities means all negotiable and 
non-negotiable instruments or con- 
tracts representing either money 
or other property and_ includes 
revenue and other stamps in cur 
rent use, tokens and tickets, but 
does not include money.” Litiga- 
tion developed over losses, caused 
either by burglary or robbery, of 
unissued travelers checks from the 
premises of agencies selling such 
checks. The checks subsequently 
were completed and negotiated by 













the criminals to holders in due 
course for value without notice of 
any infirmity. The underlying 
theme of the decisions was to pro- 
tect the bank or other institution 
that issued the checks to agents 
for sale to the public, by holding 


the agents responsible for the 
losses. 
PECULIAR VALUE 
Unquestionably the peculiar 


value of travelers checks is the 
facility with which they are cashed 
by merchants and bankers in all 
parts of the world without identifi- 
cation of the person presenting 
them and with no other protection 
against theft, fraud or forgery 
than that afforded by identity of 
the signature presumably placed 
upon the check at the time of its 
purchase with that made at the 
time of presentation for payment. 
Without this peculiar attribute, 
marketability of the checks would 
be so seriously affected as to ren- 
der them of little value. Their sala- 
bility depends upon public confi- 
dence that they will surely be paid. 
The essential value and purpose of 
a travelers check is that it is a 
cashier’s check payable by a bank, 
or other corporation of unusual 
financial standing and _ integrity, 
which is placed by the issuing 
bank in the hands of agents for 
delivery to any person who will 
pay the face value plus a small 
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premium. It is payable to such 
individuals without identification 
and merely upon corresponding 
signatures. They are freely ac- 
cepted not only by banks but in 
remote rural communities. That 
they are checks which are intended 
to be and are freely negotiable 
cannot be denied. Refusal of pay- 
ment by the issuing bank or trust 
company because of defenses ordi- 
narily available would be prac- 
tically destructive of the entire 
business of placing such checks in 
circulation. 

The special attributes and func- 
tions of these checks have long 
been recognized. Cases have held 
that such checks with blank spaces 
to be filled in by the user of the 
instrument but which require no 
further act on the part of the 
banker or issuing agent, beyond 
the act of delivery, are not in- 
complete instruments within the 
meaning of the Negotiable Instru- 
ments Law, and that such checks 
designed and intended to circu- 
late and take the place of money 
are governed by the same rules 
and subject to the same burdens 
as money would be under the 
same circumstances. 

Travelers checks, registered 
checks and money orders are all 
items of property that were cov- 
ered as Securities in the past under 
the definition of Securities given 
earlier in this article. If any insured 
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1958 THE WHYS OF TWO POLICY CHANGES 11 


prefers not to insure such property, 
the Manual specifically authorizes 
its exclusion from the policy. How- 
ever, travelers checks, alone, are 
becoming a major factor in busi- 
ness transactions. They were first 
issued in 1891 and the volume that 
year was $9,120. By way of con- 
trast the volume in 1956 was $2,- 
000,000 and during last year it is 
estimated that the amount might 
have reached $3,000,000. These 
figures indicate conclusively that 
there is a real need for insurance 
on these instruments. 

Let it be understood, then, that 
there is no disinclination to pro- 
vide coverage on travelers checks 
and similar instruments, but the 
character and actual use of such 
instruments clearly does not war- 
rant the use of the Manual Securi- 
ties discount which is granted in 
contemplation of the possibility of 
the duplication of the Securities 
and the reduction in the amount 
of the loss. In order to grant this 
needed coverage and at the same 
time obtain a premium commen- 
surate with the true exposure, it 
was decided to treat and rate such 
instruments as money and so the 
revised definition of money is as 
follows: “Money means currency, 
coins, bank notes and bullion; and 
travelers checks, registered checks 
and money orders held for sale to 
the public.” No conflict results 
from the inclusion of these instru- 


ments in the definition of Money 
in view of the provision in the 
Securities definition that makes it 
inapplicable to any property de- 
fined as Money. 

Certain policies under the juris- 
diction of the Burglary Division of 
the National Bureau of Casualty 
Underwriters insure against loss of 
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Money, Securities and Other Prop- 
erty by non-employees who have 
been classed by some as “out- 
siders” whereas certain forms of 
dishonesty insurance under the 
jurisdiction of the Surety Associ- 
ation of America insure against 
loss caused by employees or so- 
called “insiders”. In an effort to 
avoid any overlapping of cover- 
ages, the policies of the National 
Bureau have contained a provision, 
known as the infidelity exclusion, 
which stipulates in part that the 
company shall not be liable for 
loss caused by any dishonest, 
fraudulent or criminal act of the 
Insured or any officer, employee, 
partner, director, trustee or author- 
ized representative of the Insured 
whether acting alone or in col- 
lusion with others. 


CLEAR INTENT 


The language of the exclusion 
was believed to be clear and ex- 
pressive of the intent to exclude, 
under the National Bureau forms, 
responsibility for loss caused by 
one who could be specifically cov- 
ered under the provisions of one 
of the forms promulgated by the 
Surety Association of America. 
Nevertheless, just recently a com- 
pany was faced with a loss in con- 
nection with which the questions 
of (1) what is an employee and 
(2) when is one an employee 
were raised. Briefly, the facts dis- 
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closed that two losses by burglary 
were sustained by the Insured. 
After the second burglary occurred, 
the thief was apprehended; and it 
then became known that he was 
an employee of the Insured and 
that he had perpetrated both bur- 
glaries. The insurance company de- 
nied liability for the second loss 
and demanded:a refund of the 
amount paid as the result of the 
first burglary on the ground that 
there was no responsibility because 
of the exclusion mentioned earlier 
in this section and that such exclu- 
sion referred to any criminal act by 
an employee occurring during or 
after the hours of employment. 
The Insured, however, contended 
that the employee was an em- 
ployee only during working hours 
and was not an employee when he 
committed the burglaries. Thus the 
issue was drawn and the case went 
to trial on its merits. 

Many comments were made in 
the decision about the general 
practice of construing insurance 
contracts, and particularly exclu- 
sions in such contracts, strictly 
against the insurance company. 
The Court pointed out that the 
Insured was an ordinary business 
man who would place ordinary 
interpretation upon the language 
of the policy and that an ordinary 
layman likely would not have con- 
strued the word employee to mean 
other than during the time when 
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The infidelity exclusion has been amended in certain burglary policies 


the employee was active in the 
work of the employer and during 
the time he was being paid for his 
services. The Court further said 
that the burglar was not an em- 
ployee when breaking and enter- 
ing the premises under any reason- 
able construction of the policy and 
that if the meaning of the policy 
was doubtful or ambiguous it 
should be construed most favorably 


to the Insured. The Court also 
commented that the burglar was 
not employed to steal and was not 
working at the time of the bur- 
glary. The decision was concluded 
with the statement that the insur- 
ance company having accepted the 
premium and drafted the contract 
of insurance could not successfully 
attempt to establish that it in- 
tended the language of the insur- 
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ance contract to mean an employee 
while working or otherwise. 

This case presented a major 
problem for the simple reason that 
it actually was the intention of the 
draftsmen of the insurance con- 
tract to have the language apply 
completely to losses caused by any 
one employed by the Insured who 
could readily be covered against 
such acts by dishonesty insurance 
applying to “insiders”. Many ave- 
nues of possible treatment were 
explored and then with high hopes 
that the contract will be complete- 
ly clear in this respect in the fu- 
ture, the comment of the Court 
was lifted from the decision and 
made a part of the exclusion 
which now reads as follows: 

“To loss due to any fraudu- 
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lent, dishonest or criminal act by 
any Insured, a partner therein, 
or an officer, employee, director, 
trustee or authorized representa- 
tive thereof, while working o: 
otherwise, and whether acting 
alone or in collusion with others; 
provided, this exclusion does not 
apply to safe burglary or attempt 
thereat by other than an In- 
sured or a partner therein.” 
There are numerous other 
changes in this general revision as 
respects rates and rules, all of 
which are important, but it is be- 
lieved that the two items selected 
are especially worthy of treatment 
in this Journal. It is, of course, 
recommended strongly that the 
entire program be studied care 
fully. 


Postal Zone Numbers 
Please include postal zone numbers in all addresses 
and mailing lists pertaining to The Casualty and 


Surety Journal. 


We have pledged to the Post Office Department 
that we will cooperate with them to help achieve 
the most economical and efficient means possible of 


delivering the Journal. 


In order that we may cooperate with the Post 
Office Department in this endeavor we must include 
the zone number foreach subscriber’s address in 


zoned cities. 

















ing 


not 
pt 


her 


| as 


be- 
ted 
ent 
rse, 


the 











@ An increasingly important phase of 
the accident and health business, Key 
Man insurance, is the protection plan 
described here for the employer who 
wishes to provide special benefits to 
certain highly regarded employees 
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The ‘Key’ to Key Man Insurance 


F YOU WILL just sign this appli- 

cation, I will be glad to take 
care of all the other details that are 
necessary to install your Group Key 
Man Insurance Policy.” 
. These are the words of an agent 
for which we in the Accident & 
Health business work. 

They symbolize the completion 
of a sale, which is the one and 
only reason for the birth of any 
insurance policy. Let us never for- 
get this. The installation of an in- 
surance plan is the only excuse for 
our existence and this applies 
equally as well to all lines of in- 
surance. 

It is gratifying to point out the 
very important function of insur- 
ance to our economy but such 
function is merely theoretical until 
the insurance goes into force as a 
result of a policy sale. 

With this in mind let us ap- 
proach Key Man Insurance with 
the proper perspective, which 
should be the method to success- 
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fully sell a policy to our clients. 

Key Man Group Accident and 
Health Insurance is not the most 
complicated form of insurance but 
neither, is it the most universally 
understood insurance. When you 
sit down with your client, it is of 
value for you to briefly explain the 
theory behind Key Man Insurance, 
or in other words the philosophy 
of Key Man Insurance. 

This philosophy can best be 
summed up by saying that here is 
a voluntary protection plan which 
an employer can utilize to provide 
benefits to employees whom the 
employer regards highly enough to 
make some special provisions for. 

Getting right down to cases, 
Key Man Insurance was primarily 
designed for Key Men. This does 
not mean to imply that other than 
Key Men can be insured under 
this plan. An employer can insure 








every blessed employee of his busi- 
ness if he desires to do so. But as 
a practical matter this is not nor- 
mally done. 
CovERAGE SELECTION 

Usually the type and size of the 
business will determine the extent 
of employees selected for coverage. 
For instance, a law firm of ten at- 
torneys and five secretaries would 
be right in line, if coverage was 
given to everyone. However a mid- 
dle-sized manufacturer with about 
160 production workers and forty 
office and supervisory personnel 
would be wise to limit coverage 
to office and supervisory personnel 
earning a certain salary or more. 

Only your client knows how 
much he is able to spend for in- 
surance. Therefore you would do 
well to explain to him that Key 
Man Insurance is not cheap insur- 
ance and that he should give some 
thought as fo actually who he 
really wants to cover under such 
a plan. Further explain to him that 
he is not discriminating unjustly 
against those employees not se- 
lected for Key Man coverage be- 
cause they can be cared for rela- 
tively adequately by Workmen’s 
Compensation and Non-occupa- 
tional Accident and Health Insur- 


ance. 

With this preliminary out of the 
way, you can get right down to 
the next phase of your interview. 
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This is the time to describe the 
benefits available and to determine 
what benefits and how much of 
these benefits are best for the 
group in question. 

The four coverages available 
under a Key Man Policy are Acci- 
dental Death and Dismemberment, 
Accidental Weekly Indemnity, 
Accidental Medical Reimburse- 
ment, and Sickness Weekly In- 
demnity. Of these coverages all 
have their respective place but the 
two Weekly Indemnity coverages 
are considered by far the most use- 
ful, appropriate and saleable. These 
two coverages are often marketed 
under the name of Salary-Continu- 
ation Plans. . 

The Accidental Death and Dis- 
memberment coverage agrees to 
pay a flat sum of money usually 
between $5,000 to $50,000 or to 
the beneficiary of any covered per- 
son who is accidentally killed. If 
a covered person accidentally suf- 
fers the loss of one or more mem- 
bers of his body; or the sight of 
either or both of his eyes; or any 
combination thereof, he is entitled 
to a specified fraction of the death 
benefit or an amount equal to the 
entire death benefit, as the case 
may be. 

Death and Dismemberment is 
most suitably used where the 
group does not have a life insur- 
ance plan or where the group 
wishes to supplement an existing 
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life plan. You should also be alert 
for the opportunity to replace any 
existing travel accident insurance 
with the 24 hour-a-day protection 
of Key Man Death and Dismem- 
berment coverages. 

The Accidental Medical Reim- 
bursement coverage agrees to re- 
imburse the covered group for all 
medical expenses incurred as a re- 
sult of an accident. This reimburse- 
ment can be subject to varying 
deductibles ordinarily ranging from 
$25 to $500. There is also a maxi- 
mum amount up to which the 
benefits will be paid. The normal 
maximums fluctuate between $500 
to $5,000. 

This is a good coverage to sell 
because it is inexpensive and offers 
blanket protection. This means that 
bill will be paid regardless of 
whether there is Hospital confine- 
ment. 

There is no allocation of the 
Blanket Benefit amount for certain 
services such as most basic hos- 
pital, surgical and medical insur- 
ance plans require. 

The only time when you would 
be doing your client a disservice 
by pushing Medical Reimburse- 
ment, would be when your client 
already has a Comprehensive Medi- 
cal Insurance Policy in force. In 
such a case you would be selling 
duplicate benefits. 

As with Accident Death and 
Dismemberment, look out for 


chances to replace the medical 
benefits carried under a_ travel 
accident policy. 

Both Accident Weekly Indem- 
nity and Sickness Weekly Indem- 
nity are practically the same ex- 
cept, as their titles indicate, one 
indemnifies when there is disability 
caused by an accident and the 
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other comes into play when the 
disability is brought about by a 
sickness. The Sickness Weekly In- 
demnity can never be purchased 
alone without its counterpart of 
Accident Weekly Indemnity. How- 
ever the Accident coverage is avail- 


able to be sold by itself. 


WEEKLY PAYMENT 


These coverages promise to pay 
a weekly sum of money to a cov- 
ered person who becomes disabled. 
The benefit can be written as -a 
flat amount or as a percentage of 
regular salary. In any case benefits 
should be limited to at most 75% 
of regular salary plus a maximum 
flat sam of no more than $200. 
(for unusually desirable cases and 
only for a limited duration). 

Benefits begin to operate after 
a minimum waiting period of four- 
teen days for sickness coverage and 
immediately for accident coverage. 
Naturally, longer waiting periods 
can be obtained. These can be 
drawn out to one year in length. 
The most popular duration of bene- 
fits are 2 years, 5 years and life- 
time (limited to Accident Weekly 
Indemnity only for most groups). 

It is these Weekly Indemnity 
coverages that constitute a salary 
continuation plan. The most clean- 
cut way to set up a salary con- 
tinuation policy is to recommend 
benefits based on a percentage of 
regular salary (preferable 66 2/3% 
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of salary) and subject to a flat sum 
maximum benefit. In this way you 
eliminate the need to set up and 
administer a policy with several 
different classes of employees who 
receive several different amounts 
of benefits. 

The waiting periods and dura- 
tion of benefits are going to be 
most helpful in allowing you to 
tailor a plan to the premium that 
your client is ready to pay. The 
trend is towards short waiting 
periods and long duration periods. 
With most groups today it is com- 
mon for them to request the mini- 
mum waiting period and the maxi- 
mum duration period, allowable by 
the underwriter. 

Some advantages of setting up 
a Key Man salary continuation plan 
based on a percentage of salary, 
are as follows: 

1. When a person’s salary in- 
creases or decreases, his benefits 
automatically increase or de- 
crease as the case may be, with- 
out the necessity of altering the 
policy. 

2. Premiums are based upon 
the person’s salary, this means 
that where there are any changes 
in salary and hence benefits 
these changes automatically af- 

fect the premium due. 

3. Because premiums are 
based on salary, this plan is 
easily administered. All that is 
necessary is a payroll report ap- 
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THE ‘KEY’ TO KEY MAN INSURANCE 






























Key Man Insurance permits special provisions for highly regarded employees 


plied to the calculated rate per 
$100 of payroll. 

4. Over-insurance and_ the 
consequential danger of a moral 
hazard are limited because bene- 
fits are always a set percentage 
of salary and can never exceed 
the salary. 

You can readily see how every- 
thing is in complete harmony. A 
man receives as a benefit an amount 


equal to a certain percentage of 
his salary and he pays a premium 
for that benefit based on a rate 
per $100 of his salary. His salary 
is the base to which is applied the 
benefits percent and the premium 
rate. When the base moves so does 
the benefits and premiums move in 
uncomplicated coordination. 
Since you have explained the 
philosophy of Key Man Insurance 











to your client as the first phase of 
your interview. And have specifi- 
cally described and recommended 
the coverages that constitute a Key 
Man Policy, as the second phase 
of your meeting. Now is the time 
to consolidate your position and 
close your sale in the third and 
final phase. 


Tuirp PHASE 


In this phase you must inform 
your client why he should not 
hesitate to purchase his own tailor- 
made Key Man Group Accident 
and Health Policy. 

What happens when a man be- 
comes disabled and there is no in- 
surance to continue his salary? 
Here is the outcome. The employer 
must continue the disabled per- 
son’s salary on his own. At this 
point someone may inject that no 
employer is legally liable to con- 
tinue an employees salary (barring 
negligence). This is true. It is also 
true that very often the moral 
obligations of a person or firm are 
far weightier than anything that 
can be found in our law books. 
Plus it is just plain good business, 
to maintain a company policy of 
taking care of your Key Men. 
Otherwise the keen competition 
for good men will soon place your 
firm in the unfavorable position of 
operating with mediocre to poor 
men in the driver’s seats. 

Your client is now continuing 
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the salary of his disabled man, but 
who is doing the work of this man? 
Sooner or later another person 
must be brought in (often at great 
expense in itself) to take over the 
duties of your disabled employee. 
When this happens your client be- 
comes painfully aware that he is 
laying out two pay checks for the 
same position. 

Before too long he must ask 
himself - these questions. “How 
much longer can I afford to carry 
my disabled employee? When will 
I have to cut off or reduce this 
outlay for him?” This is a difficult 
question to answer, particularly so 
because every other healthy em- 
ployee is now anxiously watching 
to see what he can expect from 
his company if he too becomes dis- 
abled. 

Meanwhile the poor disabled 
person is accepting his salary from 
the company with the degraded 
feeling of a person on the charity 
rolls. To him this is more of a dole 
than a salary continuation. Can 
you possibly realize the mental 
anguish that this chap must go 
through everytime that he receives 
a check—“will this be my last one?” 

All of these very real problems 
can be transformed into hypo- 
thetical problems, by letting an 
impartial and impersonal insurance 
company administer your Key Man 
Salary Continuation Plan. 

In contrast to the above ex- 
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ample let us look at a typical com- 
pany covered by Key Man Insur- 
ance. In place of an unknown and 
hence unbudgetable expense, we 
find a regular premium which is 
due year in and year out. There is 
no need to tie up idle capital 
(which might prove insufficient) 
in a fund for emergencies. 

All this is now unnecessary with 
the payment of the premium. 

Employees need not wonder 
what will be their lot when dis- 
aster strikes at them. In their hands 
they will have an individual policy 


> 


certificate fully informing them as 
to what benefits they are entitled. 
They know before hand what they 
can expect and therefore can plan 
accordingly. 

There is also the tax advantage 
of Key Man benefits. The first $100 
of Weekly Indemnity benefits is 
absolutely income tax-free to the 
recipient. 

Once the full potentials of the 
Key Man policy are realized, it 
sells itself. What we must do is to 
make people aware of these po- 
tentials. 


A demure young bride, a trifle pale, her lips 
set in a tremulous smile, slowly stepped down 
the long church aisle on the arm of her digni- 


fied but aging father. 


As she reached the low platform before the 
altar, her tiny slippered foot brushed a potted 
fern, upsetting it. She looked down at the 
spilled dirt seriously, and her childlike eyes rose 
to the sedate face of the minister. 

“That,” she said, “is a hell of a place to put 


a plant.” 


—Vacationland’s (Maine) Agency Bulletin 











the past 75 years, fire insurance contracts have 
acquired definite accomplishments in standard- 
ization—and consequent simplification—as traced 
by the author here from early beginnings to the 
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Simplification in Fire Insurance 


UPPOSE THAT I were to tell you 
S that fire insurance policies and 
forms, particularly during the last 
seventy-five years, have been going 
through a process of development 
which can be characterized by one 
word: simplification. 

This statement probably would 
be greeted by many expressions of 
sincere doubt. However, before 
turning to the next article, don’! 
overlook the fact that I did not 
say (or wish to imply) that fire 
insurance policies and forms are 
simple. Far from it, but I do be- 
lieve that a natural development 
of insurance contracts—as well as 
many other things—contain, within 
themselves, the need for simplifi- 
cation: otherwise the complications 
would multiply until, finally, there 
would emerge impracticable instru- 
ments which could not be used 
without great difficulty. 

In spite of this idea, you might 
insist that over the years the com- 
panies have apparently not done 





@ By a process of gradual development during 












By EDWARD E. GARBE 


much toward simplifying fire in- 
surance policies and forms; in fact, 
the opposite seems to be true be- 
cause, with present packaging and 
other modifications, the tendency 
seems to be in the direction of 
further complications. 

At first glance you would seem 
to be correct; nevertheless there 
have been definite accomplish- 
ments in standardizing—with con- 
sequent simplifying—of fire insur- 
ance contracts. This has all been 
part of the developmental process 
—which is the one basically im- 
portant idea to keep in mind—be- 
cause, without development, there 
would be stagnation and gradual 
deterioration. 

Actually, what can you visualize 
of any consequence in our daily 
lives that has ever reached a state 
or condition of practical usefulness 
without having gone through a 
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considerable period of develop- 
ment characterized by experimen- 
tation, complication, and trial and 
error, but, with it all, a tendency 
or striving toward simplification. 

Radios have become exceedingly 
small compared with those old sets 
on which we once fiddled with 
three or four dials. 

Television sets are becoming 
more compact and even automo- 
biles have probably reached a limit 
in size and power. 

These are only a few examples 
of the simplifying processes which 
I believe must necessarily be a 
part of their development. If our 
daily lives were completely clut- 
tered up by devices that continued 
to be developed to the point of 
utmost complexity, our ability to 
use these articles would be dimin- 
ished by the extreme difficulties 
involved and efficiency would nec- 
essarily decrease as development 
proceeded. Further development, 
therefore, could only be accom- 
plished by a definite effort toward 
simplification. 


SincE 1886 

This process applies with equal 
force to the fire insurance business 
which should become apparent if 
we look at some of the changes 
that have occurred since, let us 
say, the year 1886 when fire in- 
surance began to be standardized. 
The first and best example is the 


SIMPLIFICATION IN 











FIRE INSURANCE 23 





improvement and simplification in 
the basic provisions of the stand- 
ard fire insurance policy. If you 
have any doubts about this, refresh 
your memory by referring to the 
1886 standard fire policy, or better 
still, try analyzing some of those 
policies issued by individual com- 
panies before 1886. I am sure you 
will find many clauses in those in- 
dividual company policies, as well 
as the standard policy of 1886, 
which we are glad to be rid ol 
today. 

However, that was only the be- 
ginning, for the 1886 policy was 
simplified by the 1918 version anc 
this, in turn, was further simplified 
by the 1943 standard policy. 

Without going back to the 1886 
policy, a mere comparison of the 
present policy with the 1918 policy 
should make us happy that we are 
no longer dealing with those 
clauses pertaining to ownership and 
fall of building, which had the 
effect of voiding the policy unless 
certain agreements were made in 
writing. Elimination of such pro- 
visions was a big step in the right 
direction for all concerned, and 
definitely part of the process of 
simplification. And this is not nec- 
essarily the end because the 1943 
standard fire insurance policy is 
almost certain to be revised some- 
day. 

“All right,” you might admit, 
“we'll agree that the basic fire 
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policy has been simplified, but 
what about the forms?” “When it 
comes to forms, there is a lot to 
be desired.” 

Here I believe you've got your- 
self a first class argument: many 
forms are anything but simple. 
Once again, however, don’t over- 
look the fact that the fire insurance 
industry has been developing quite 
rapidly. We’ve come a long way, 
just like the automobile, radio and 
many other things, tangible and 
intangible, in what really amounts 
to a relatively few years. For quite 
a while we seemed to limp along 
by providing coverage against the 
hazards of fire and lightning only 
while using separate specified peril 
policies to cover most of the perils 
included in the present extended 
coverage endorsement. 


New SuPPLEMENT 


After what appears to have been 
a slow start, there came a period, 
about thirty years ago, when the 
fire insurance industry became 
aware of the need for consolidat- 
ing, into one form, the various 
perils (then covered under sep- 
arate policies) as a supplement to 
coverage provided by the basic 
fire policy. 

As a consequence of this think- 
ing, the underwriters in the Middle 
West introduced an “Additional 


Hazards Supplemental Contract” as 
an endorsement to the fire insur- 
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ance policy designed to assist 
agents to sell in one “package,” and 
at a single rate level, the coverages 
previously offered through separate 
insurance policies covering: Tor- 
nado, Explosion, Riot and Civil 
Commotion and Aircraft Damage. 
However, Smoke Damage was con- 
tinued as a separate endorsement 
at a separate additional rate. 

In 1930 the supplemental con- 
tract was introduced in the Eastern 
territory but limited to dwelling 
risks—later expanded to all classes 
and renamed “Extended Coverage 
Endorsement” with smoke damage 
coverage included as a part of the 
coverage without added rate in- 
crement. Vehicle damage was also 
added to the aircraft damage cov- 
erage. 

By attaching an extended cov- 
erage endorsement to the basic fire 
policy, the policy ceased to be one 
covering the perils of fire and 
lightning only and became a multi- 
peril contract because an indivisible 
contract was produced covering for 
one amount only. 

The vandalism and malicious 
mischief endorsement followed, 
which gave us the multi-peril pol- 
icy most commonly used in fire 
insurance until the advent of the 
package-type policies. 

However, before very long the 
perils provided in the extended 
coverage and vandalism endorse- 
ments were applied to various 
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ness interruption, extra expense, 
additional living expense, tuition 
fees, leasehold interest, rents and 
rental value, etc. 

“Was all this simplification?” you 
might ask. 

Well, perhaps not at that mo- 
ment, but it was developmental in 
its scope—and that was the impor- 
tant point. 

Once again that was only the 
beginning of a new phase. With 
the advent of multiple line laws we 
really~got into high gear. Now we 
have come to package-type dwell- 
ing policies, which appear to be 
somewhat involved; however, these 
shortcomings have been recognized 
by the companies and research is 
in process to provide revisions 
which, it is hoped, will tend to sim- 
plify the dwelling coverage picture. 

The same idea can be advanced 
concerning package policies cover- 
ing mercantile and industrial prop- 
erties. They are in the first stages 
of development which will surely 
be succeeded by simpler types of 
policies as experience is gained. 

Right about now you're thinking 
that it is all well and good to say 
that most things generally go 
through a developmental process of 
experimentation, and trial and er- 
ror, before there can be a stage of 
simplification, but the changes in 
the fire insurance business appear 
to go on and on. You're right, they 





SIMPLIFICATION IN FIRE INSURANCE 


types of coverages, such as busi- 








surely will as long as we in this 
business are aware of the needs of 
the public and do something about 
those needs. While one form of 
coverage is reaching a somewhat 
advanced stage of development, 
new coverages are being thought 
up to meet changing conditions. 
These, in turn, are consolidated 
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with existing coverages to form 
new types of policies, probably 
difficult to understand for a while, 
but eventually to be simplified by 
the inevitable impact of competi- 
tion and the innate ingenuity of 
those in this business. This should 
continue indefinitely, for it is prog- 
ress in its most advanced form 


EXPERIMENTAL NEED 


Companies must continue to ex- 
periment and improve—in short, 
develop. Otherwise, other compa- 
nies will be formed to do the job, 
or, state funds, self-insurance plans, 
or other means, will take over. 

The formation of the Nuclear 
Energy Property Insurance Asso- 
ciation—now familiarly known as 
“NEPIA”—can be cited as an illus- 
tration of the most recent develop- 
ment in the fire insurance industry 
to meet the need for insurance fa- 
cilities created by the catastrophe 
potential of atomic energy since 
the passage of the Atomic Energy 
Act of 1954 establishing peacetime 
civilian use of atomic energy. 

In conjunction with this, nuclear 
exclusion clauses had to be drawn 
up to apply to present insurance 
contracts which do not contemplate 
coverage from such an exposure. 

What part can producers play in 
all this? They must learn as much 
as possible about the insurance 
business and then pass this infor- 
mation on to their insureds—which 








November 








certainly sounds like a very pro- 
found statement. Nevertheless, how 
many producers really do a first- 
class job in this respect? Take the 
theory of co-insurance, for instance. 
Certainly most producers know the 
theory and practice of co-insur- 
ance, but why is it not explained 
adequately to insured so that this 
fundamental idea is generally un- 
derstood. 

As an example, one sultry night 
this past summer I stood, with my 
neighbors, watching the excellent 
job being done by our volunteer 
fire department fighting the fire in 
the dwelling of one of our less 
fortunate neighbors. During the 
course of about two hours of the 
usual conglomerate conversation 
that takes place on such occasions, 
the subject of fire insurance arose 
only once in my presence. This 
was a statement (not a question) 
which I had heard numerous times 
before, “He will receive only 80% 
of his loss from the insurance com- 
pany.” 

Now, if I were asked to choose 
the one important, basic insurance 
principle that I have found to be 
most misunderstood by the insur- 
ing public, the principle of co- 
insurance (which my neighbor had 
in the back of his mind as the basis 
for his statement) almost certainly 
would take first place. I heard the 
expression before coming into the 
fire insurance business. I have lis- 















ro- 
OW 
rst- 
the 
ce. 
the 
sur- 
ned 
his 


un- 


Ose 
nce 


sur- 


had 
asis 
inly 
the 
the 


lis- 














1958 


SIMPLIFICATION IN FIRE INSURANCE 27 





Coinst:rance is the principle most misunderstood by the insuring public 


tened to it many times over the 
vears and perhaps it will continue 
to be something which the insuring 
public in general just cannot fully 
comprehend. 

However, is it really so difficult 
to comprehend, or haven't we put 
enough effort into the problem of 
educating our clients in some of the 
basic concepts which are so impor- 


tant to the conduct of our business? 

I realize that, in using an illus- 
tration of co-insurance on a dwell- 
ing, I have selected a specialized 
situation; nevertheless, as we all 
know, co-insurance is a basic and 
useful concept in fire insurance. If 
we have not succeeded in getting 
across to the publi¢ this fundamen- 
tal idea (which is so important to 
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its interest), how are we going to 
fare with the various features of 
multiple line coverages? 

Are you acquainted with build- 
ing values in your community? 
Almost certainly yes, but can you 
solve the problem of actual cash 
value, as a basis for the amount of 
insurance, by differentiating be- 
tween sound value, replacement 
value and market value? If so, do 
you explain this important and 
basic subject to your insureds in all 
cases? 

How about the extended cover- 
age endorsement? Oh sure, this is 
old stuff, you say, but it took a se- 
vere hurricane or two in certain 
sections of the country before it 
began to be sold in any quantity. 

How about business interruption 
insurance? Can you really differ- 
entiate this from extra expense 
insurance so that you can explain 
to an insured when he needs one, 
or the other, or both? Admittedly, 
this is getting into a little more 
complicated realm usually reserved 
for specialists; consequently, it is 
often avoided by some producers, 
with the result that numerous in- 
sureds are inadequately or improp- 
erly insured. 

Now we come to the package- 
type policies! They’re here to stay, 
and, in the vernacular of today, 
“you might as well get with it” for, 
as this is the beginning of the nu- 
clear age in science, it can be con- 
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sidered also the beginning of the 
true package policy age in the fire 
insurance industry. 

Undoubtedly you are anxious to 
provide your insureds with a port- 
folio of insurance adequate to cover 
their requirements. Nevertheless, in 
many instances there seems to have 
been a shying away from the pack- 
age-type policies, perhaps because 
of their alleged complications, or 
because you believe your insureds 
have no exposures to certain perils 
provided in such policies. 

However, have you tried to an- 
alyze the actual needs of your 
insureds or have you been some- 
what prejudiced by apparent local 
conditions? As an example, when 
the homeowners-type policies first 
appeared, they were not sold by 
many producers in small towns be- 
cause the burglary. feature was 
thought to be quite unnecessary. 
The exposure appeared very small 
because the chances of a home be- 
ing burglarized seemed quite re- 
mote. 

Does this apply to the compre- 
hensive liability feature as well? 
Perhaps not because claimants in 
small towns are probably no differ- 
ent than those in large cities; when 
they are injured, they look for re- 
imbursement. The size of the com- 
munity in which you live probably 
has no relationship to hospital bills 
except that they might be some- 
what higher in a large city. 
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Nevertheless, this raises a point: 
recently I was contacted by a 
friend who rented in a large apart- 
ment house located in a large city. 
I was told that his apartment had 
been burglarized to the extent of 
about a one thousand dollar loss, 
but he had no burglary insurance 
and his inquiry was only how to 
lock the barn door with a burglary 
policy to keep any more “horses” 
from being stolen. 

In this instance, however, even 
though his burglary exposure was 
severe, I explained his possibly 
greater exposure to liability suits 
because of injuries to others, on or 
away from his premises, due to his 
negligence. This he hadn’t consid- 
ered—which follows the normal 
pattern for tenants—but he ended 
up by purchasing a tenants form of 
homeowners package policy from 
his agent. 

Does this suggest anything? Well, 
it does indicate that, in many in- 


rs 


stances, lack of insurance to cover 
all exposures will be overcome 
eventually by package-type policies 
as they gradually evolve to the 
point of covering each and every 
insured adequately and at the low- 
est possible cost. In this way ex- 
posures which were overlooked, or 
neglected because of cost, will be 
covered. 

It is granted that some of the 
present policies are complicated; 
nevertheless, further developments, 
derived in part from your experi- 
ence in selling those policies, will 
lead to revisions which will even- 
tually result in simplifications. 

One of these days fire and cas- 
ualty insurance, together with life 
insurance, will combine into a new 
package. This will represent still 
another development and the whole 
process will repeat itself—experi- 
mentation, trial and error, and later, 
standardization—all being part of 
the process toward simplification. 


“Are you the barber who cut my hair the last 
time?” asked the musician as he seated himself 


in the chair. 


“It couldn’t have been me,” replied the bar- 
ber, “I've only been here two months.” 
—The Arizona Prospector 
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L. CANTRELL, president of his own real estate and insurance 
e agency in Rome, Georgia, is widely known for his “Cantrello- 
grams,” four-line verses on insurance and safety which were described | 


in the January, 1953 issue of THE CasuaALTY AND SURETY JOURNAL 


Recently halted by a school bus, Mr. Cantrell composed the jingle 
which appears on the rear of the above bus. It now appears on school 
buses in Floyd and Hall counties and Mr. Cantrell offers it to any- 
one for similar use by other agents in their areas. 
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Liability to Pedestrians—A man was walking along a public sidewalk which 
was, like most of the walks in that area, covered with a thin layer of ice and 
snow. As he passed a building, his feet went out from under him, causing him 
to fall heavily. The jury found in favor of the injured man and the judgment 
against the building owner was affirmed on appeal. (Montrone v. Archambault 
(New Hampshire 1954) 106 A. 2d. 393.) 
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Liability for Crop Damage—A canialoupe grower’s crop was destroyed 
when a cotton crop on an adjoining farm was dusted with an insecticide 
containing sulphur. The cotton farmers, after settling with the melon 
grower for $10,000, brought suit against the firm which sold them the 
insecticide to recover the amount paid the melon grower. The jury, how- 
ever, found that the insecticide seller had ‘been negligent in recommend- 
ing and selling, without warning the cotton farmers, insecticide contain- 
ing sulphur when they knew of the existence of an adjoining cantaloupe 
crop and that such an insecticide was dangerous to cantaloupe. The judg- 
ment in favor of the plaintiffs was eventually affirmed on appeal. (Crouse 
v. Wilbur-Ellis Company (Arizona 1954) 272 P. 2d. 352.) 
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Liability of Building Owner—An investigator was leaving an apartment house 
after conducting business with one of the tenants. Due to a hip injury it was 
necessary for him to support himself to some extent by the banister when he 
descended the stairway which led to the sidewalk. While so doing the banister 
gave way, causing him to fall to a concrete areaway below. He sustained a brain 
injury and consequent permanent disability. In his suit against the building 
owner the injured man was awarded a $75,000 judgment on the jury’s verdict 
in his favor. Although the building owner contended on appeal that the plaintiff 
had failed to show that there was a defective condition prior to the accident, 
the appellate court affirmed the judgment. (Trainor v. Maus (California 1954) 
271 P. 2d. 957.) 
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FLOOD [ 
The South and Southwest were the areas in the United 

States hardest hit by floods last year. Fifty-three deaths were 

recorded in floods and heavy rainstorms there from January 


to November, 1957. 


as the Guadalupe River | 


An estimated 900 persons had to be evacuated from Alviso, Calif., 
I 


overflowed inundating the entire town, one of the oldest in state. 





No one was seriously injured when thirteen freight cars jumped the track near Irving, 
Texas, when a big dump truck struck the locomotive at a crossing. 


TRAIN 


A total of 4,106 train accidents were reported to the I.C.C. 
for the twelve-month period ending December, 1957. There 
were 180 persons killed and 786 injured in 1,160,000,000 


travel miles. 
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With the number of signatory companies steadily in- 
creasing over the years, the Nationwide Inter-Company 
Arbitration Agreement is now the best known program 
of the insurance industry among claim men and some 
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An Aid to Claims Administration 


ITH 281 SIGNATORY Compa- 
VW nies, the Nationwide Inter- 
Company Arbitration Agreement is 
probably the best known program 
of the insurance industry among 
claim men. Its value to the industry 
is attested to every day by the 
volume of inter-company disputes 
that are concluded through its 
facilities. All recognize its effective- 
ness as an aid in claims administra- 
tion. and without exception, abide 
by the spirit which inspired its 
drafters. 

However, for one reason or an- 
other certain problems arise before 
the local Arbitration Committees 
which delay the process of arbitra- 
tion and prevent signatory com- 
panies from full attainment of the 
benefits under the facilities of arbi- 
tration. Upon analysis, these diffi- 
culties are not created intentionally, 
but arise from a lack of famil- 
iarity with the rules or inattention 
to the procedure prescribed by the 
Combined Claims Committee for 





By BERNARD L. HINES 





efficacious use of the program. 
Sone problems arise with represen- 
tatives of new signatory companies 
who have not digested the provi- 
sions of the Arbitration Agreement 
or the Arbitration Rules and Reg- 
ulations, and others arise with rep- 
resentatives of the veteran signa- 
tory companies who have forgotten 
the rules or who have grown un- 
consciously inattentative because of 
long association with the program. 

Be that as it may, these lapses 
prevent full enjoyment of available 
facilities and make for unnecessary 
administrative detail on the part of 
the Combined Claims Committee 
and the local Arbitration Commit- 
tees. In the interest of creating a 
better understanding and to en- 
courage closer attention to the pro- 
visions of the Agreement, a few 
examples will be offered. But, be- 
fore going into specific problems, 
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and to illustrate the impact of these 
problems upon the general pro- 
gram, a brief review of the origin 
of the Agreement might be ap- 
propriate. 


Jomnt Sponsors 


First of all, the Nationwide 
Inter-Company Arbitration Agree- 
ment is sponsored by the Com- 
bined Claims Committee. This 
Committee is a joint Committee of 
claim executives from member com- 
panies of the Association of Casu- 
alty and Surety Companies and the 
National Association of Mutual 


Casualty Companies. The Com- 
bined Claims Committee meets on 
a quarterly basis for consideration, 
among other things, of matters re- 
lating to the administration of the 


arbitration program. 

The Combined Claims Commit- 
tee of itself has no staff, so that the 
administration of the program from 
a staff viewpoint falls under the 
province of the staff members of the 
Claims Bureau of the Association 
of Casualty and Surety Companies 
and the National Association of 
Mutual Casualty Companies. 

The seeds of this program were 
sown as far back as 1929 when an 
Arbitration Board for the Metro- 
politan area of New York City was 
set up within the Claim Depart- 
ment of the National Bureau of 
Casualty and Surety Underwriters. 
At that time an agreement to arbi- 
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trate was prepared, outlining juris- 
diction and procedure, which agree- 
ment compelled the arbitration of 
all claim disputes between mem- 
bers who signed or subscribed to 
arbitration. This agreement al- 
though limited in scope and mem- 
bership was an outstanding suc- 
cess for 15 years. The Combined 
Claims Committee watched the 
progress of and participated in this 
experiment in arbitration until it 
became convinced that not only 
was the principle correct, but its 
development on a nationwide basis 
could be a valuable tool for the 
industry and a decided contribu- 
tion from the viewpoint of public 
relations. The agreement as we 
know it today actually began in 
1944 as the Inter-Company Ar- 
bitration Agreement, administered 
as part of the Casualty Insurance 
Claim Manager’s Council Program, 
also sponsored by the Combined 
Claims Committee. It was original- 
ly subscribed to in 1945 but by 15 
mutual casualty companies and 36 
stock casualty companies, which 
companies were member compa- 
nies of either the Association of 
Casualty and Surety Companies or 
the National Association of Mutual 
Casualty Companies. For the next 
seven years the Combined Claims 
Committee gained experience as to 
the arbitration of these matters, re- 
fined certain provisions, revised 
and made new rules until finally 
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it felt that a workable program 
could be offered to the insurance 
industry as a whole, particularly 
to the independent companies in- 
terested in the disposition of inter- 
company disputes outlined in the 
Agreement. 

In 1951 the Nationwide Inter- 
Company Arbitration Agreement 
was promulgated by the Combined 
Claims Committee and the limita- 
tion as to signatory companies un- 
der the Inter-Company Agreement 


Bernard L. Hines 


THE AUTHOR: 
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was lifted, with the result that the 
Combined Claims Committee in- 
vited non-member companies to 
subscribe. A motivating factor in 
this decision by the Combined 
Claims Committee was the active 
interest displayed by independent 
carriers in the facilities of the Inter- 
Company Arbitration Agreement. 
Following this action, the Arbitra- 
tion Program was divorced from 
the Casualty Insurance Claim Man- 
ager’s Council Program and be- 
came a separate and distinct pro- 
gram sponsored by the Combined 
Claims Committee. The reason for 
this is that the Councils are re- 
stricted in membership to member 
companies of the respective Asso- 
ciations, while the Nationwide 
Inter-Company Arbitration Agree- 
ment is available to both member 
and non-member companies. 

The first list of signatory com- 
panies contained 152 companies 
and the administration of the pro- 
gram on a local level was handled 
by 59 Arbitration Committees di- 
rectly answerable to the Combined 
Claims Committee. In the First 
Annual Statistical Report, 1,368 
matters were listed as concluded 
through arbitration facilities. 


Mr. Hines is assistant to the manager of the Claims Bureau, Association of Casualty 
and Surety Companies. Prior to his appointment in 1955, he was with the National 
Surety Corporation and the Aetna Casualty and Surety Company. He is a member 


of the American Bar Association, among others. 
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The program as you know it has 
expanded over the years so that we 
now have 281 signatory companies 
with approximately 9 new compa- 
nies entering the program on Jan- 
uary 1, 1959. The program is ad- 
ministered on a local level by 95 
Arbitration Committees through 
which 14,000 matters were con- 
cluded in 1957. 


Business VOLUME 

To give you some idea as to the 
volume of business that falls within 
the jurisdiction of Article First, the 
earned premiums of signatory com- 
panies on physical damage and 
automobile property damage lines 
is in excess of $1,357,403,000. 

In 1957 the amount of claimed 
damages in cases filed before the 
Committees came to $4,100,000. 

Under Article First of the Agree- 
ment, which is the compulsory fea- 
ture, signatory companies were 
bound to arbitrate automobile 
physical damage or plate glass 
subrogation claims not in excess of 
$1,500. However, as of January 1, 
1958 this monetary limitation has 
been increased to $2,500. The Com- 
bined Claims Committee in making 
this change recognized the increase 
in automobile repair and replace- 
ment costs since 1951 and felt that 
the practical application of the 
program justified the increase in 
the monetary limitation. 

The members of the local Ar- 
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bitration Committees are carefully 
selected by the Combined Claims 
Committee from a list of candi- 
dates submitted by the Home Of- 
fices of all signatory companies. In 
making appointments, the Com- 
bined Claims Committee considers 
each candidate for qualifications of 
experience, education and judicial 
temperament. The men on the Ar- 
bitration Committees serve without 
compensation and their companies 
give voluntarily and generously of 
their time to the successful admin- 
istration of the program in their 
respective localities. Presently over 
620 claim men from a representa- 
tive cross-section of all signatory 
companies serve on the 95 Arbitra- 
tion Committees operating through- 
out the country. With this in mind, 
you can appreciate the important 
savings in time and energy that 
accumulates to these representa- 
tives, if all signatory companies 
faithfully abide by the provisions 
of the Agreement and its Rules and 
Regulations. 

One way in which a Commit- 
tee’s time is wasted and an unnec- 
éssary. burden placed upon a 
docket, is by the filing of an un- 
necessary claim in arbitration. By 
unnecessary is meant a case on 
which the liability is obviously for 
or against an applicant company. 
If it is a clear case agaist the appli- 
cant, it should not be pressed in 
arbitration, and by the same token, 





























if it is clearly a case of liability it 
should be settled prior to arbitra- 
tion. Signatory companies should 
always keep in mind that arbitra- 
tion was never intended to be and 
is not a substitute for settlement 
negotiations. To emphasize this 
point, it is clearly stated in the 
Rules that a condition precedent to 
arbitration is that signatory com- 
panies make a sincere effort to 
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The nationwide development of the arbitration principle is a valuable tool 





dispose to their controversies prior 
to arbitration. If a Committee at 
a hearing finds that this effort has 
not been made, it has the obliga- 
tion to adjourn the hearing until 
the condition is complied with. 
Another needless consumer of 
time is the failure of a respondent 
to file its reply within the 30 days 
provided in the Rules. We have seen 
many reasons offered in explana- 














tion of a delay, from the extreme 
that the file cannot be located, to 
a misunderstanding as to the mean- 
ing of the Rules. Some expressed 
the view that they failed to answer 
because they felt the matter was 
outside the Committee’s jurisdiction 
or the terms of the Agreement and 
consequently, were not obligated 
to answer. On this point, it should 
be noted that there are no excep- 
tions to the requirement of filing 
an answer within 30 days follow- 
ing the application for arbitration. 
If a respondent feels that the mat- 
ter is beyond the jurisdiction of a 
Committee, or the Arbitration 
Agreement, it still must file a reply 
on which it will raise the pertinent 
question or jurisdiction or available 
affirmative defense. By filing an 
answer there is no waiver of a 
noted jurisdictional question or an 
asserted affirmative defense. The 
answer must be filed or the failure 
to do so within the prescribed time 
results in an unnecessary exchange 
of correspondence between the par- 
ties, the Arbitration Committee, 
the Combined Claims Committee 
and the concerned Home Offices, 
making extra and needless work 
for all concerned and delaying the 
expeditious disposition of claims, 
which is the prime purpose of the 
Arbitration Program. 

Another oversight that adds to 
Committee work is the failure to 


notify the Secretary when a filed 
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case has been settled. The obliga- 
tion for this rests with the appli- 
cant. The matter invariably comes 
to our attention when the Com- 
bined Claims Committee writes 
to the Home Office of a respondent 
company concerning a delay in 
filing an answer, with subsequent 
correspondence between the Home 
Office and the respondent’s local 
office developing that the matter 
has long since been settled and 
should not have been on the Com- 
mittee’s docket. We in turn, must 
then write to the applicant calling 
its attention to the requirement 
that it must advise the Committee 
of a settled case. Thus, you can see 
how these oversights add unneces- 
sarily to the administrative details 
of arbitration. 


Work DELay 


Another example of work cre- 
ated by failure to closely follow 
the rules occurs in cases deferred 
because of a pending companion 
claim or suit not subject to arbitra- 
tion. The problem arises when the 
pending claim or suit has been 
disposed of and the respondent 
fails to notify the Committee and 
the applicant, with the result that 
the hearing is delayed and again 
unnecessary correspondence is 
forced upon the Committee to de- 
termine that the case may be placed 
upon the ready docket. 

The work of a Committee is also 
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complicated by last minute adjourn- 
ments of scheduled cases. It is 
realized that occasionally the force 
of circumstances will call for an 
adjournment, but such adjourn- 
ments should be the exception as 
they work havoc on a Committee’s 
docket for the particular hearing 
date on which the case is sched- 
uled. 

As you know the Chairman of a 
Committee schedules the number of 
cases that his panel or panels can 
handle at a particular sitting. He 
calls on the panel members to devote 
their time to the hearing, and if the 
docket is decimated by last minute 
adjournments, the full time of the 
panel is not utilized, the Commit- 
tee’s time is wasted, and other 
cases that could have been heard 
if included on the docket with 
timely notice of adjourned cases, 
must wait for a subsequent hearing 
date. In addition to this, the time 
of personnel in preparing files for a 
hearing is lost, the adversary’s time 
is wasted, and so on through the 
entire process of preparing and 
scheduling a case for a hearing. 
These oversights when taken 
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alone appear minimal in their ef- 
fect, but when grouped together, 
multiplied by the number of cases 
in arbitration, the network of Ar- 
bitration Committees, the number 
of representatives of signatory com- 
panies serving on the Committees, 
you can visualize how the efficiency 
of the program is not fully realized 
and the purpose of arbitration 
adulterated. 

From our experience, we can say 
that all signatory companies zeal- 
ously abide by the spirit of the 
program and give us their fullest 
cooperation when oversights and 
misunderstandings are encountered. 
When we do meet a difficulty re- 
lating to administrative details, its 
source can be traced to one of two 
things, namely, misunderstanding 
of the rules or procedure, or just 
plain oversight. 

This being so, it is felt that all 
can profit by a periodic review of 
the Agreement and it is urged that 
this be done. It is believed that 
with knowledge and understand- 
ing, a better job can be accom- 
plished and the effectiveness of the 
program fully enjoyed. 


There was the old maid who wanted to dye 
her hair but had to do the job herself, because 
no one wanted to dye an old maid. 





—The Mississippi Agent 


















why in vivid, hard-hitting language in the jol- 


lowing pages 


@ An Association member company president 
makes the forthright charge that the traffic acci- 
dent problem can only be solved at one place—the 
Driver's licence Bureav—and he tells how and 












Driving Is a Privilege! 


E ARE FACE to face with 
our most serious problem 


of all time . . . worse than war... 
worse than a depression . . . our 
highway accident problem. One out 
of every two persons living today 
will be injured in a traffic accident 
before they die, unless an effective 
way is found to curb automobile 
accidents. Each year, the automo- 
bile is killing enough people to 
populate a city. And the number 
seriously injured each year is more 
than the entire population of some 
of our states. 

Within the United States, more 
bloody deaths have been caused 
by automobiles than have been 
caused by our enemies in all the 
wars in which we have been in- 
volved . . . and to think . . . all 
these people died in vain. These 
deaths and the property destroyed 
were unnecessary. These people 
have been sacrificed upon the altar 
of wanton carelessness and _irre- 
sponsibility. 


By WALTER L. HAYS 


Everyone seems to have a pana- 
cea for this problem. I, too, have 
one. It’s simple. However, it’s one 
on which we should get together 

present a solid front 
SAFETY to march forward . 
practical program that will iu 
the nation’s biggest headache and 
heartache. 

Insurance companies, and insur- 
ance company associations and 
other associations, are making an 
all out effort to curb the deaths on 
the highways. They haven't found 
the right cure. 

Some who are ill-informed have 
advanced compulsory insurance as 
a cure, Insurance doesn't prevent 
accidents. Insurance can't keep 
people from getting injured. Insur- 
ance can’t bring back the lives lost. 
Compulsory insurance can only add 
to the motorists’ perplexing prob- 
lems without solving any. 
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There is just one place and one 
way to solve this staggering acci- 
dent problem . . . that is at the 
Driver's License Bureau . . . make 
it a privilege to drive . . . put teeth 
in the Driver's License Law and 
enforce it. 

People who are involved in 
accidents should take a driver's 
license examination before they 
drive again. 

Those who continually violate 
the law should be deprived of 
their right to drive. 

Those who have reached a 
certain age should have a doc- 
tors examination annually (the 
same as airplane pilots are ex- 
amined annually) before a driv- 
er’s license is issued to them (or 
renewed). 

We might as well admit it .. . 
everyone can’t drive. There are 
those who are not physically able 
to drive. There are those who are 
not mentally or emotionally fit to 
drive. And, there are those who are 
irresponsible . . . a menace on the 
highways. 

Eliminating the careless and 
reckless, the unqualified drivers, 
from the highways would affect 
only a few people . . . a small per- 
centage of the drivers cause most 
of the accidents. A driver who has 
had one accident is twice as likely 
to have another as a driver who is 
accident free. 

Fifty years ago, when there was 
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just a sprinkling of cars on the road 
. cars with five horsepower . . . 
they were driven by men who were 
trained. They went to school. They 
were taught to drive. Today, with 
millions of cars on the highways, 
fired with the power of three hun- 
dred rearing, plunging steeds, ev- 
erybody is permitted to drive . . . 
the old . . . the young. . . the sick 
. . and the irresponsible. 
If we get tough about issuing 
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driver's licenses . . . if we make it 
a real privilege to drive . . . we 
won't have to worry about the ac- 
cident record. We won't have to 
worry about National Association 
of Claimants’ Compensation Attor- 
neys (plaintiff's attorneys’ associa- 
tion) which is preying on the auto- 
mobile owners by aiming at exorbi- 
tant verdicts in accident suits. We 
won't need to worry about rising 
automobile insurance rates. 


EFFECTIVE PENALTY 


You can line the highways with 
patrolmen . . . let patrolmen give 
the offenders tickets, and then fine 
them for violations . . . but that 
won't make them better drivers. 
The drivers will pay the fines and 
go on driving as always. But, when 
you take his driver's license away 
from a man, he really is penalized. 
His license is something dear to his 
heart. When a man is driving down 
the road and knows he will lose his 
license for certain violations, he 
will make sure he obeys the law. 
If he doesn’t know the law, he'll 
find out what it is . . . because he 
wants to keep that precious license. 
The great desire to keep that priv- 
ilege to drive will make drivers 
sure they are qualified to drive. 
Also, they will make sure they obey 
the law. They won't hazard a 
chance, even if there is no patrol- 
man following. They will appre- 
ciate that privilege to drive. 
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The ultimate answer is not more 
patrolmen. The fear of losing a pre- 
cious possession . . . a driver's 
license . . . the right to drive .. . 
will get results. Compulsory driv- 
ing schools are not the answer. In 
fact, that’s not “The American 
Way.” With proper driver’s license 
requirements, drivers will seek 
ways and means to learn to drive; 
perhaps private instructions or a 
driver’s school of their own selec- 
tion. Those who wish to be lawyers 
or doctors go to school because 
they want to become lawyers or 
doctors . . . they are not required 
to go to school. Those who want 
to drive will qualify for this priv- 
ilege. 

There is one great drawback to 
putting this plan into effective 
operation . . . some of the politi- 
cians . . . politicians who use their 
influence to reinstate drivers’ 
licenses. Awhile back, I was talk- 
ing to a State Senator. We were 
talking about a driver who killed 
a man in an automobile accident. 
I said he should be denied his 
license to drive. The Senator said, 
“you know, that man has six chil- 
dren and I would be the first to get 
his license back so that he could 
drive to work; so that he could 
provide for his family.” The Sen- 
ator would be willing to give this 
man a license to go out and kill 
again and again. Of course, the 
man could ride to work on a bus, 
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or walk, or have some member of 
his family drive him .. . or get a 
job close to home. Anything to 
prevent him from having a license 
to repeat his crime. Why give such 
drivers the license to kill . . . to 
kill . . . kill . . . and kill again? 

Everyone can't drive. And we 
should not be seeking ways for 
them to have this privilege, unless 
they qualify for it. 

The driver's license . . . the right 
to drive . . . is the key to our solu- 
tion. It denies killers the instru- 
ment with which to kill and maim. 
Will we act by passing a common 
sense driver’s license law and en- 
forcing it? It's within our power 
to do this. 

Here’s “the 
nut”: 


meat in the coco- 


THE PEOPLE ARE THE 
GOVERNMENT. 

THE PEOPLE ARE ALL- 
POWERFUL. 


THE PEOPLE MAKE THE 
LAWS THROUGH THEIR 
LEGISLATORS. 


DRIVING IS A PRIVILEGE! 
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When you vote for a candidate 
for the legislature, first know how 
he stands on a driver’s license law 
and its enforcement, which will 
bring safety to our families. You 
can do this! Emphatically express 
yourself to those legislators already 


. . let them know what 
. how you 


in office . 
you want them to do.. 
want them to vote. 

We, the people, are the govern- 
ment. Shall we go merrily on our 
way, as in the past, on these prem- 
ises—“eat, drink, and be merry, for 
tomorrow we may die.”? shall we 
act individually, and as a body, to 
save ourselves? 

Eventually, we must act on the 
state level to save ourselves from 
our own monstrous . . . murdering 
. . . Frankenstein. 

By acting now, let’s save each 
year what would equal a whole 
city of lives. Every minute .. . 
every day we delay . . . people die 
as a result of automobile accidents. 
The responsibility is on our shoul- 
ders. Let’s act now! 


Drive carefully. The life you save may be 
mine. 


—The Indiana Agent 








ubl}ications 





Copies may be obtained by 
writing to: Accident Prevention 
Department, Association of 
Casualty and Surety Companies, 
60 John Street, New York 38. 





CS-10. “Agents of Safety”—A guide to 
traffic safety activities for state and 
local associations of insurance agents. 
Stresses agent leadership opportunities 
in high school driver education, bicy- 
cle safety, traffic law modernization 
and other areas. Prepared in coopera- 
tion with the National Association of 
Insurance Agents as part of the “Safety 
Is Good Business” program. Twenty 
pages, 5%” x 8%”. Free. 


ED-25. “What Everyone Should Knou 
About High School Driver Education” 
—An informative leaflet designed for 
legislators, state and city officials, 
school administrators and_ teachers, 
citizen groups, parents and others in- 
terested in promoting high school 
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driver education programs. Briefly de- 
scribes the growth of the driver edu- 
cation movement, establishes the im- 
portance of this type of instruction in 
the school curriculum, and explains 
the nature of both the classroom in- 
struction and practice driving phases 
of the course. Also contains sections 
on teacher qualifications, procurement 
of practice driving cars, effective use 
of teaching materials, program cost. 
development of public support an« 
insurance rate advantage. Eight pages 
(3-fold), 3%” x 8%”. Free in limited 
quantities. 


EG-37. “There Is One Grand Slam 
You Can't Be Proud Of’—An illus- 
trated presentation of basic facts on 
automobile brakes with safety rules 
for efficient braking operation. Four 
pages (double fold), 3%” x 6%”. $2.00 
per 100 copies. 


EG-38. “A Community Bicycle Safety 
Program”—A guide to action in estab- 
lishing a community-wide bicycle 
safety program. Outlines the essential 
elements of the program, describes 
activity responsibilities which various 
community groups may assume, dis- 
cusses the role of education, engi- 
neering, enforcement and public sup- 
port. Gives special attention to the 
details of bicycle testing, registration 
and licensing, including recommended 
procedures, form and test station or- 
ganization. Thirty-two pages (mime- 
ographed), 8%” x 11”. Single copies 
free. 


EG-503. “Safe Cycling” —A leaflet 
for elementary grade students, it illus- 
trates 23 simple “Do and Don’t” safety 
rules for bicycle riders. Four pages 
(single fold), 3%” x 5%”. $1.00 per 
100 copies. 
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@ The important factors necessary to the formula 
for establishment of a table of minimum amounts 
of adequate coverage needed to provide ade- 
quate protection of honesty insurance in com- 


mercial risks are described by the author 





A Formula for Fidelity Coverage 


DULT Westerns, as well as the 
common sagebrush-and-sa- 
loon variey, fascinate all ages. 
Good meets Bad on a simple and 
elemental plane; justice triumphs. 
Today’s counterpart of the rus- 
tler, highwayman and train robber 
—armed robbers, burglars and 
thieves—are a distant second though 
in slickly appropriating cash and 
goods for their own use. According 
to FBI estimates, the professional 
criminals accounted for $440 mil- 
lion on 1956. But losses caused by 
embezzlers—“trusted employees”— 
conservatively got away with at 
least $800 million. 

Years ago, our office, through 
the collaboration of its member 
companies, compiled a list of so- 
called excess fidelity losses. These 
were actual cases on which fidelity 
coverage was carried but where 
the amount of loss exceeded the 
amount of coverage. The list was 
very imposing and was dressed-up 
by printing the excess uninsured 
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By PETER A. ZIMMERMAN 





loss figures in red ink. In those 
days, the -xistence of such a situa- 
tion was attributed to the lack of 
proper blanket: bond coverage. It 
was felt the surety industry had 
not sufficiently publicized the avail- 
ability of Blanket Fidelity Bonds 
and many Insureds were still car- 
rying the old fashioned Individual 
Fidelity Bond or Fidelity Schedule 
Bond coverages which did not ade- 
quately protect them. A lot of wa- 
ter has passed under the bridge 
since then. Blanket Fidelity cover- 
age is now better known, there is 
a greater variety of such coverage, 
it is broader in form and available 
at lower rates than ever before in 
the history of corporate suretyship. 
Yet we are still confronted with the 
same problem of the un-insured 
loss. Perhaps now it is not a com- 
pletely un-insured loss but still the 
amount of coverage is inadequate 













for full protection. This despite the 
fact that in the intervening years 
much advertising and educational 
work has been done by surety com- 
panies, surety agents and insurance 
brokers individually and collective- 
ly, through their respective com- 
pany associations and agents asso- 
ciations and by other interested 
groups such as accountants organi- 
zations and credit and financial 
management groups. 


INSURING TO VALUE 

While the specter of the unin- 
sured or excess fidelity loss is still 
with us, it may not be entirely the 
fault of the industry itself. You will 
all recall the concerted drive that 
was conducted in nearly all fields 
of insurance to acquaint Insureds 
with the necessity of increasing 
their existing amounts of insurance, 
insuring to value, etc., brought 
about chiefly by the increased cost 
of replacement and the generally 
higher level of values and prices. 
This in itself is an indication that 
even where other forms of cover- 
age were involved there was always 
the problem of under-insurance and 
continuing attempts were being 
made to correct the situation. 

We have had the feeling that 
our efforts are not meeting with 
success or at least are succeeding 
too slowly. Investigation showed 
that certain underwriters had long 
ago attempted to devise a method 
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or formula that would demonstrate 
to an Insured the inadequacy of his 
Fidelity Bond coverage. 

This being the age of speed and 
jet propulsion it is appropriate to 
call attention to a sign posted in 
the ready room at a jet interceptor 
base for the edification of the pilots. 

“What you don’t know won't 
hurt you—it will kill you.” 

In order that a lack of knowl- 
edge would not hurt or seriously 
impair the financial well being of 
our Insureds, there was constant 
effort being made to seek a solu- 
tion. 

The Surety Association of Amer- 
ica is a voluntary membership or- 
ganization comprising a group of 
80 insurance companies writing Fi- 
delity, Surety and Forgery Bonds. 
The Association establishes rates 
and rules for these forms of cover- 
age and acts for its members ip 
having these rates and forms ap- 
proved by all Insurance Depart- 
ments. A rate manual is published 
by the Association. Our services 
and facilities are used also by 30 or 
more subscriber companies writing 
these forms of coverage. Among its 
other activities the Association 
from time to time publishes book- 
lets on various phases and _ topics 
relating to the field of corporate 
suretyship. 

Our staff at the Association was 
frequently asked “How Much cov- 
erage should such and such type 
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of Insured be carrying.” Another 
question frequently asked was 
“How many Insureds in a certain 
line of business carry $100,000. or 
$200,000. or $500,000. of Blanket 
Fidelity coverage.” In other words, 
everybody was trying to find a 
yardstick in order to determine the 
proper limits of fidelity bond cover- 
age or how much honesty insur- 
ance to carry. 

During much of this period there 
has been in use a yardstick or guide 
to the adequacy of coverage in the 
Bank field. Both the American 
Bankers Association and our or- 
ganization had developed a table 
of suggested amounts of minimum 
Blanket Bond coverage for bankers. 
This guide had been very helpful 
to our companies, their agents and 
clients in increasing amounts of 
coverage carried and reducing the 
area of under insurance and 
amounts of uninsured losses. 

Naturally, therefore, another 
question that was frequently voiced 
was “Why is there not available a 
similar table of recommended mini- 
mum amounts for use in the Com- 
mercial field.” One very good rea- 
son was, of course, the great 
difference in operations and ex- 
posures between the banking field 
and the commercial field. The other 
was the great variety of businesses 
conducted and activities engaged 
in by Insureds in our so-called 
commercial field which includes 
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practically everything except the 
financial, public official and court 
fiduciary field. 

We found ourselves in the posi- 
tion of having persuaded some 
people of the necessity and advisa- 
bility of carrying Honesty Insur- 
ance but could not give them an 
authoritative answer to the ques- 
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tion “How Much Honesty Insurance 
should be carried?” 

We not only want to be able to 
prescribe the proper remedy against 
dishonesty losses but also desire to 
recommend an adequate amount of 
protection. Particularly in the case 
of Insureds who’ have been insur- 
ance-minded and have purchased 
the property type of coverage is 
it important that we be in a posi- 
tion to advise some gauge or yard- 
stick whereby the adequacy or 
inadequacy of amount can be de- 
termined. Everyone knows that an 
amount that was adequate some 
years ago, may now be disastrously 
inadequate. 


New ANSWERS 


An alumnus returning to his col- 
lege on a visit, dropped in to see 
his old Economics Professor and 
found him reviewing examination 
papers. Glancing casually through 
them, he noticed that they were 
the same questions that were asked 
when he attended school. In amaze- 
ment he asked his old “Prof” if he 
didn’t realize that students handed 
down the questions to each suc- 
ceeding class. “Don’t you ever 
change the. questions?”, he asked. 
“Oh, no,” said the Prof, “In Eco- 
nomics we never change the ques- 
tions—we only change the answers.” 

The same situation prevails in all 
areas of activity. Yesterday’s an- 
swers are not valid today. Values 
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change, costs rise, exposures in- 
crease and that which was sufficient 
yesterday may very well be insuff- 
cient and inadequate today. 

Our Association has published 
booklets relating to various phases 
of the Fidelity, Surety and Forgery 
Bond business. These booklets are 
designed to give the answers to 
various questions. One question, 
until recently, however, had never 
been answered authoritatively, 
namely, how much honesty insur- 
ance should be carried. The In. 
sured generally thought his insur 
ance broker or agent was trying to 
oversell, unless he could be shown 
that such and such a competing 
company had twice as much cover- 
age as he was carrying on practi- 
cally the same type of exposure. 

The planning and groundwork 
for an exhaustive study of the un- 
der-insured risk was initiated by a 
special sub-committee of our Asso- 
ciation’s Fidelity Bond Committee. 
We in the industry are deeply 
grateful for their dedication and 
devotion to this task. Inquiries were 
made by our staff, under the com- 
mittee’s direction, of individual 
member and even some cooperating 
non-member companies requesting 
information on losses actually sus- 
tained by Insureds in the amount 
of $10,000 or more over the pre- 
vious ten-year period, giving the 
nature of the Insured’s business 
and factors related to the size of 
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Losses caused by embezzlers—“trusted employees”—got away with at least 
$800,000,000 during 1956, which is a conservative guess. According 
to Federal Bureau of Investigation estimates for the like 
period, professional criminals—robbers, burglars 
and thieves—appropriated $440 million. 


the Insured’s organization. This 
data also included the actual 
amount of the loss, period of its 
concealment by the defaulter, posi- 
tion of the defaulter, amount of 


bond, current assets, sales or gross 
income and number of employees. 
This information was classified and 
tabulated according to the nature 
of the Insured’s business into eight 
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group and twenty-three sub-group 
industrial classifications. The num- 
ber of losses thus broken down 
were then regrouped into five gen- 
eral classes of Insureds; 


(1) Those who sell services 
with a relatively small percentage 
of equipment or goods on hand. 

(2) Those who sell services 
with a relatively large amount of 
assets represented by equipment, 
but with a small amount of goods 
on hand. 

(3) Those engaged in sale or 
manufacture of durable goods 
such as automobile companies 
and dealers, automobile equip- 
ment, companies, lumber, furni- 
ture, machinery and metal com- 
panies. 

(4) Those engaged in han- 
dling and sale of goods, drug 
and chemical products. 

(5) Those engaged in the 
general merchandise or wearing 
apparel business. 


The committee then considered 
and tested a great variety of fac- 
tors which might be used as a base 
for a guide to the amount of cover- 
age required. These included (1) 
total assets (2) current assets (3) 
capital and surplus (4) sales or in- 
come (5) number of employees. 
No one of these single factors 
worked well. Those which pro- 
duced an apparently satisfactory 
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result in one situation did not ap- 
ply in other cases. This led to 
further experimentation and ex- 
ploration for a formula that would 
be of general application. 

One of Committeemen 
summed up the situation at this 
point by stating that two outstand- 
ing problems then faced the Com- 
mittee. 


our 


(1) Finding a table that would 
recognize differences in exposure 
due to the various kinds of op- 
erations engaged in by Insureds. 
For example, the difference be- 
tween a drug company with a 
large amount of goods on hand 
and a real estate concern with 
no goods on hand; or the differ- 
ence between a contractor with 
heavy equipment and a concern 
engaged in general merchandis- 
ing. 

(2) Finding a table which 
would apply both to small and 
large concerns without produc- 
ing exorbitant amounts of cover- 
age for the larger risks. 


Keep in mind that the committee 
had before it the actual records of 
numerous risks showing the amount 
of excess uninsured loss sus- 
tained with relation to the size of 
the Insured and the nature of his 
business. The result of their studies 
was the adoption of a formula 
which employs a combination of 
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the factors which previously were 
found unsatisfactory when used 
singly. First of all they decided 
that a combination of two factors 
were necessary. These were: 


1. Current Assets 
2. Annual Sales or Income 


Current assets will include cash, 
deposits, securities, receivables and 
goods on hand. The formula per- 
mits a breakdown of this item so 
as to separate the value of goods 
on hand if that figure is readily 
available. It was found after much 
experimentation that a certain per- 
centage of each of these factors 
represented an exposure index. The 
exposure index was found to be: 


20% of Current Assets and 
10% of Annual Sales or Income 


Where a separate figure is avail- 
able for the value of goods on hand 
the exposure index can: be deter- 
mined by using: 


of the value of Goods on 
Hand 

of Current Assets minus 
value of goods on hand 

of Annual Sales or Income 


5% 


20% 


10% 


The total of the figures produced 
by these percentages constitutes a 
so-called “Exposure Index.” 

Next the committee devised a 
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graduated Table of Exposure Index 
Amounts and related it to suggested 
minimum Bond Amounts. For ex- 
ample, where the exposure index 
figure is between $1,000 and $25,- 
000 the suggested bond amounts 
are between $15,000 and $25,000. 
Where the exposure index is be- 
tween $25,000 and $125,000 the 
suggested bond amounts range be- 
tween $25,000 and $50,000. The 
table runs up in 31 steps to an ex- 
posure index of between $1,250,- 
000,000. and $1,500,000,000 with 
suggested bond amounts in that 
bracket of between $4,500,000 and 
$5,000,000. 

Examples of how the formula is 
applied are given in the booklet, 
one of which is for a wearing ap- 
parel manufacturer: 


(1) Total Current 


Assets $ 950,000 
A—Goods on 

Hand 600,000 
B—5% of A $ 30,000 


C—Current Assets 
minus Goods on 


Hand 350,000 
D—20% of C 70,000 
(2) Annual Gross 
Sales or Income 3,000,000 
A—10% of (2) 300,000 
Total (Exposure 
Index) $400,000 


The aforementioned Exposure 
Index of $400,000 is then applied 
to the Table of Suggested Mini- 
mum Bond amounts and we find 
that this risk should carry a mini- 
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mum amount of Honesty Insurance 
of between $75,000—$100,000. 

Another example given is the 
case of a farm machinery manu- 
facturer. 


(1) Total current 
Assets 
A—Goods on 
Hand . 8,000,000 
B—5% of A § 
C—Current 
Assets minus 
Goods on 
Hand 
D—20% of C 
(2) Annual Gross 
Sales or 
Income 
A—10% of 
(2) 8,200,000 


$15,000,000 


400,000 


7,000,000 
1,400,000 


82,000,000 





Total 
(Exposure 
Index) 


$10,000,000 

This Exposure Index of $10,- 
000,000 calls for a suggested mini- 
mum amount of Honesty Insurance 
as shown in the Table of between 
$600,000—$700,000. 

For businesses which perform 
service functions such as transport- 
ing the property of others or have 
such property in their custody, the 
value of that property should be 
included in the “Total Current As- 
sets” and the “Goods on Hand” 
totals. 

In the case of firms acting in an 
agency capacity having custody of 
cash and securities belonging to 
others or which have responsibil- 
ities for the collection or disburse- 
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ment of funds belonging to others, 
the average amount of such items 
on hand at one time should be in- 
cluded in “Annual Gross Sales or 
Income.” 

Although many large dishonesty 
losses involve Forgery and Forgery 
insurance is a valuable and recom- 
mended supplement to Fidelity 
coverage such Forgery insurance 
should not be relied upon as tak- 
ing the place of needed Fidelity 
bond coverage. 


THREE SAFEGUARDS 


I quote directly from the book- 
let’s foreword written by Mr. John 
H. Zebley, Jr., President of the 
American Institute of Accountants, 
in commenting on Safeguards 
Against Fidelity Losses. 

“There are three principal safe- 
guards: effective internal control, 
fidelity bonds (or honesty insur- 
ance) and independent audits by 
certified public accountants. 

“None of these things is wholly 
effective without the others. Inter- 
nal control is perhaps the most 
effective preventive method; but 
even good internal control will not 
make it impossible for employees 
to defraud their employers. Inde- 
pendent audits discourage fraud 
and often uncover it; but they do 
not—as is sometimes mistakenly 
supposed—guarantee disclosure of 
all irregularities. Fidelity coverage 
is a means of recovering what may 
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be lost in spite of management's 
best efforts to prevent irregular- 
ities.” 

We have had the cooperation of 
the American Institute of Account- 
ants and always appreciated it and 
especially, when they have recom- 
mended the protection of Fidelity 
Bonds where such coverage was 
lacking and advocated increased 
limits of Fidelity coverage where 
inadequate amounts were being 
carried. 

We now feel that we can prop- 
erly implement a program for the 
development of more adequate and 
proper limits of Fidelity coverage 
by the judicious use of the formula 
I have outlined to you as contained 
in our booklet “How Much Hor. 
esty Insurance.” 

The bond amounts suggested by 
the formula are definitely mini- 
mum amounts and not maximum 
amounts. The committee in testing 
this formula found that it produced 
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full protection in 95% of the cases 
they studied. The fact that 5% of 
the cases would not have obtained 
full recovery indicates the recom- 
mended amounts are not excessive 
and suggests that some Insureds 
could well consider purchasing cov- 
erage in excess of the recommended 
minimums. This upward adjust- 
ment as deemed necessary in the 
case of certain Insureds is in recog- 
nition of the possibility of “catas- 
trophe” losses which cannot be 
measured by any known method. 
We urge you to solicit the advice 
and counsel of your accountants in 
the application and development of 
the figures called for by. this for- 
mula and above all the advice and 
counsel of your insurance broker 
or agent in the determination of 
an adequate amount of Fidelity 
Bond coverage. We sincerely: be- 
lieve we have now found the an- 
swer to this perplexing problem of 
“Proper Limits for Fidelity Bonds.” 


Always put off until tomorrow what you 


shouldn’t do at all. 


People will believe anything, if you whisper 


it. 


Politeness is the art of choosing among your 


thoughts. 


Many a woman who can’t add can certainly 
distract. 


—The Indiana Agent 











Bw SPECIFICATIONS 

One service that an agent can ren- 
der a contractor client that will be 
very much appreciated, is to ask him 
to review the specifications on a job, 
before he makes his bid. You have to 
have his confidence, of course, to ob- 
tain this permission, but if he buys 
insurance from you now, he probably 
will be glad to have you do it. 

Many contract specifications for 
both public and private work contain 
hold-harmless or indemnifying agree- 
ments in favor of the owner of the 
property requiring the contractor to 
purchase insurance in the owner's 
name, or holding the contractor re- 
sponsible for the acts of subcontrac- 
tors. 

The contractor should know about 
these things before he makes his bid, 
and if you will find these things and 
point them out to him, he will appre- 
ciate it. If he is successful in getting 
the contract you will probably get 
his bonds as well as his other in- 
surance. 


—The Local Agent 





Usable Ideas for Today 


Your INVESTMENT 

Did it occur to you that every ac- 
count on your books is an investment? 
It’s an investment of your time and 
knowledge, both of which are your 
greatest assets. It naturally follows 
that whenever you lose one of your 
accounts, for whatever reason, you 
have an investment loss. It has been 
proven by statistics that fewer accounts 
are apt to fall by the wayside when 
written on an account basis. Business 
on an account basis is simply Multiple 
Line Selling. It’s a matter of analyzing 
every account on your books at least 
once every year to let your client 
know where he is lacking and what 
you can suggest to improve the type 
of protection he is carrying. 

—The Marylander 
a 

In RESERVE 

Many an agent goes to see a pros- 
pect intent upon selling one particular 
line of insurance. If the prospect says 
“no,” the agent has no comeback and 
must check off the call as a “no sale.” 
It is wise to have a secondary line in 
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reserve. The man who refuses to buy 
an A&S policy may be willing to buy 
a Comprehensive Personal Liability 
and vice versa. 
—The Marylander 
ie ee 
‘You’ ANGLE 
In the last month the Editor pur- 
chased, among other things, a new 
stove, refrigerator and TV set. Was 
it coincidental that the two sales- 
men in the two shops we patronized 
said, “I have your stove right here”? 








Gross Earnings 
The cost of Gross Earnings Busi- 
ness Interruption Insurance is by 
no means out of line. In the field 
of small businesses, which have been 
the most neglected in this respect, 
the rate can be often just a few 
cents a day. For example: if the 
firm’s gross earnings are $40,000 
and the Fire and Extended Cover- 
age rate is $1.25, using the 50 per 
cent coinsurance factor, a Gross 
Earnings policy can be purchased 
for as little as 36 or 37 cents a day. 
—The Local Agent 


The man who sold us the TV set just 
came back to “our” set—which was a 
few dollars more than we originally 
planned. In fact, replacing our burned 
furniture has revealed a lot of fine 
selling techniques, not the least of 
which is this one of making the pros- 
pect feel that the article is “his.” Can 
it be applied to selling policies? 

—General’s Review 

es 2 
Business AIRCRAFT 
Insurance for airplanes is not al- 

ways a big-city proposition. In fact 
the companies that buy aircraft for 
their own use are often located in 
communities that are not within easy 
reach of airports served by the big 
commercial airlines. Keep in touch 
with your accounts, and when one of 
them buys a plane, be sure to be on 
the job, not only to insure the air- 
craft itself for its usual material dam- 
age and liability insurance, but also 
Aviation Accident Coverage to insure 
all those who ride in the plane. It 
can be purchased on the per-seat 
basis. 

—The Local Agent 

ff P°8 
Joxe Boarp 
There used to be a tailor in Toronto 

who cut cartoons out of magazines 
and pasted them on a special notice 
board just beside his store entrance. 
Result: People got into the habit of 
looking at the “joke board” almost as 
part of their regular routine. Some of 
them must have become customers 
because he had to move to a bigger 
store. 

—General’s Review 
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More than 54,000 U. S. communities have no 
railroad or airport to serve them, and are de- 
pendent on motor transportation alone. 


—The Indiana Agent 











... AUTOMOBILE 
Fine Excuse! Fined $10 for obstructing 
traffic, an East Hampton, Conn., man 
explained he was kissing his girl to 
console her because she had been 


ticketed for parking . . . 97% Perfect. 
On his 97th birthday, a Venice, Calif., 
man who had quit driving 15 years 
before because he had never got a 
ticket and did not want to spoil his 
perfect record, drew a suspended $5 
jaywalking fine . . Good Show! 
Smacking into a bus, a Swinton, Eng- 
land, motorist blanched as 12 uni- 
formed policemen came piling out to 
book him for careless driving. 


... BURGLARY AND THEFT 
First Chapter? Sherlock Holmes of 
Richmond, Va., reported the theft of 
his automobile . . . Fancy Feeder. A 
burglar broke into a Philadelphia 
market and took 72 cans of fried ants, 
baby bees, fried butterflies, fried 


worms, roast caterpillars, smoked oc- 


Fishermen’s Wharf. While a man slept 
soundly in his hotel room in Sacra- 
mento, Calif., a thief using a bam- 
boo pole with attached hook fished 
through the transom, caught trousers, 
portable radio, wristwatch and wal- 
let containing $185 . . . Wrong Mint. 
Three teenage Oklahoma boys calling 
a girl in New York, were arrested for 
trying to deceive a long-distance oper- 
ator by using tape-recorded sounds of 
coins being deposited into a pay phone. 


... Fme 
Pass the Salt. In Chicago, fire swept 
through a warehouse and popped half 
a ton of popcorn . . . Canned Heat? 
In Vineland, Ont., a summer stock 
theater was destroyed by fire hours 
after the opening of Cat on a Hot Tin 
Roof . . . One Bottle-Fire. When a 
fire started in an Owosso, Mich., man’s 
auto, he got a bottle of beer from a 
saloon, shook it up, extinguished the 
flame with the foaming brew. 


. UNCLASSIFIED 
Close Race. A law student in Detroit, 
noticing that no one was running for 
New Buffalo, Mich., township’s high- 
way commissioner on his absentee 
ballot, wrote himself in, was elected 











topus and smoked frogs’ legs ... by one vote. 
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